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E.O. 11652: N/A 
TAGS: EFIN, ECON, BR 

SUBJECT: PRESIDENT GEISEL SPEAKS ON STATE OF ECONOMY: ANNOUNCES 
ADOPTION OF RISK CONTRACTS 

BEGIN LOU 

1. SUMMARY: ADDRESSING THE NATION ON OCTOBER 9, 

PRESIDENT GEISEL ANALYZED THE STATE OF THE BRAZILIAN 
ECONOMY AND ANNOUNCED MEASURES TO IMPROVE THE BALANCE 
OF PAYMENTS. MAJOR ACTION ENUNCIATED WERE: 15 PERCENT 
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REDUCTION IN IMPORTS BY PUBLIC ENTITIES. TARIFF INCREASES 
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OF 100 PERCENTAGE POINTS ON CERTAIN SUPERFLUOUS (CONSUMER) 
GOODS, TARIFF INCREASES OF 30 PERCENTAGE POINTS ON SOME 
INTERMEDIATE PRODUCTS, AND A 25 PERCENT INCREASE IN PRICE 
OF GASOLINE. IN A SIGNIFICANT DEPARTURE FROM BRAZILIAN 
PHILOSOPHY ON OIL EXPLORATION, GEISEL ANNOUNCED THAT 
PETROBRAS, STATE OIL MONOPOLY, WILL HENCEFORTH 
ENTER INTO RISK CONTRACTS WITH FOREIGN OIL COMPANIES 
TO EXPLORE FOR OIL IN BRAZILIAN TERRITORY. GEISEL'S 
DECISION ON RISK CONTRACTS WAS APPARENTLY OPPOSED, ON 
POLITICAL GROUNDS, BY TWO OF HIS MINISTERS, MINISTER OF 
INDUSTRY AND COMMERCE SEVERO GOMES, AND FOREIGN MINISTER 
SILVEIRA. MILITARY MINISTERS REPORTEDLY SUPPORTED 
GEISEL. WHILE RISK CONTRACTS ARE NOT A PANACEA FOR 
BRAZIL'S BALANCE OF PAYMENTS PROBLEM, THEY WERE 
NEVERTHELESS ADOPTED WITH THE BALANCE OF PAYMENTS VERY 
MUCH IN MIND. FINANCE MINISTER SIMONSEN SAYS THAT RISK 
CONTRACTS WILL INCREASE FOREIGN CONFIDENCE IN BRAZIL, 

THUS MAKING IT EASIER TO OBTAIN FOREIGN CAPITAL TO 
FINANCE THE EXTERNAL DEFICIT. END SUMMARY. END LOU. 

2. PRESIDENT GEISEL'S SPEECH. CARRIED LAST NIGHT OVER 
NATIONAL TELEVISION AND RADIO NETWORKS, WAS CERTAINLY 
THE MOST DELIBERATED SPEECH HE HAS DELIVERED DURING HIS 
EIGHTEEN-MONTH PRESIDENCY, AND ONE OF THE MOST SIGNIFICANT. 

ITS CONTENTS WERE REPORTEDLY DISCUSSED DURING TWO MARATHON 
SESSIONS OF THE COUNCIL ON ECONOMIC DEVELOPMENT, AND 
APPROVED IN A FULL CABINET MEETING (A THREE AND ONE-HALF 
HOUR SESSION) YESTERDAY MORNING. THE ADOPTION OF RISK 
CONTRACTS. PERMITTING FOREIGN OIL COMPANIES TO EXPLORE 

FOR PETROLEUM ON A RISK BASIS IN BRAZIL ALONG WITH 
PETROBRAS, WAS BY FAR THE MOST IMPORTANT ASPECT OF THE 
PRESIDENT'S PRONOUNCEMENT. THE PRESIDENT, DELIVERING THE SPEECH 
IN RATHER SOMBER TONES, DESCRIBED HIS OWN STATE OF MIND AS 
IN A "RESPONSIBLE SENSE OF EQUILIBRIUM". 

3. GEISEL OPENED HIS SPEECH WITH A LONG EXPOSITION 
ON THE DIRECT AND INDIRECT EFFECTS OF THE OIL CRISIS 

ON THE WORLD ECONOMY. HE NOTED IN PARTICULAR THE RISE 
IN THE CURRENT ACCOUNT DEFICIT OF THE DEVELOPING 
COUNTRIES BETWEEN 1973 AND 1974. THE NEGATIVE GROWTH 
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RATES IN THE DEVELOPED WORLD IN 1974, THE RISE IN 
INFLATIONARY PRESSURES WORLD-WIDE AND INCREASED UN- 
EMPLOYMENT. HE TOOK PRIDE IN THE FACT THAT BRAZIL HAS 
SO FAR MANGED TO MINIMIZE THE IMPACT OF WORLD-WIDE 
STAGNATION AND UNEMPLOYMENT ON ITS ECONOMY, ALTHOUGH HE 
ACKNOWLEDGED THAT BRAZIL'S GROWTH RATE IN 1975 WILL BE 
WELL BELOW THE MAGIC 10 PERCENT RATE OF 1970-74. 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 




Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



4. GEISEL NOTED THAT THE PRINCIPAL PROBLEM FOR BRAZIL 
CREATED BY THE UNCERTAIN WORLD ECONOMIC SCENE IS THAT 
THE GOVERNMENT'S MARGIN OF MANEUVERABILITY IN ECONOMIC 
POLICY HAS BEEN REDUCED. IT HAS ACCENTUATED THE 
DIFFICULTIES OF RECONCILING THE OBJECTIVES OF BALANCE 

OF PAYMENTS MANAGEMENT, DOMESTIC DEVELOPMENT AND INTERNAL 
INFLATION. DESPITE THESE DIFFICULTIES, HOWEVER, BRAZIL 
HAS MANAGED, HE CLAIMED, TO KEEP ITS BALANCE OF 
PAYMENTS UNDER CONTROL, AVOIDING EXCESSIVE FOREIGN 
INDEBTEDNESS AND KEEPING OFFICIAL RESERVES WITHIN AN 
ADEQUATE LEVEL OF SECURITY. 

5. LOOKING TOWARD 1976, GEISEL SAID THE OBJECTIVE 

IS TO REDUCE THE TRADE DEFICIT TO A MINIMUM, TRYING 
TO MAINTAIN RESERVES AT A STABLE LEVEL. THIS OBJECTIVE 
MUST BE SOUGHT BY AN IMAGINATIVE POLICY WHICH SEEKS 
TO AVOID, AS LONG AS POSSIBLE, ANY NEGATIVE IMPACT ON 
THE RATE OF ECONOMIC GROWTH. THE CURRENT ACCOUNT 
DEFICIT IN 1976 WILL COME EXCLUSIVELY FROM A NEGATIVE 
BALANCE ON SERVICES (FREIGHT AND INTEREST BEING THE 
MOST IMPORTANT). THE FULFILLMENT OF THIS TARGET, HE 
CONTINUED, WILL PERMIT THE FOREIGN DEBT TO REMAIN 
WITHIN ACCEPTABLE LEVELS, AND PRESERVE OFFICIAL RESERVES. 

GEISEL PREDICTED THAT BY 1977 THE BALANCE OF PAYMENTS 
SITUATION WILL HAVE IMPROVED SUFFICIENTLY TO PROVIDE 
GREATER FLEXIBILITY IN ECONOMIC POLICY FORMULATION, LARGELY AS 
A RESULT OF THE REALIZATION OF IMPORT SUBSTITUTION 
PROGRAMS IN STEEL, FERTILIZER, AND THE EXPECTED INCREASE 
IN PETROLEUM OUTPUT. 

6. BRAZIL, ACCORDING TO GEISEL, IS EXECUTING THE NECESSARY 
PROGRAMS WHICH WILL ASSURE EQUILIBRIUM IN THE BALANCE OF 
TRADE OVER THE MEDIUM TERM. HE NOTED THE VARIOUS PROGRAMS 
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WHICH WILL MAKE BRAZIL SELF-SUFFICIENT IN STEEL, 

FERTILIZER, NON-FERROUS METALS, PETROCHEMICALS, 

PAPER AND CELLULOSE ALL OF WHICH MAY SAVE THE BALANCE OF 
PAYMENTS $22 BILLION THROUGH 1980. HE ALSO NOTED 
EFFORTS TO PRODUCE MORE ALCOHOL FOR USE IN 
GASOLINE (TO A PROPORTION OF UP TO 20 PERCENT) AND 
EFFORTS TO INDUCE LARGER OUTPUT OF WHEAT. 

JOHNSON 
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7. TO ATTACK THE IMMEDIATE PROBLEM OF THE BALANCE OF 
PAYMENTS, GEISEL ANNOUNCED THE FOLLOWING NEW MEASURES: 

A. ON THE EXPORT SIDE, A STUDY IS BEING PREPARED, 

ON AN URGENT BASIS, TO SEE WHETHER ICM (TAX) CREDITS 
ACCUMULATED BY EXPORTERS CAN BE EFFECTIVELY UTILIZED. 

IN ADDITION, THOSE INCENTIVES WHICH EXPIRE AT THE END 
OF 1975, SUCH AS THE EXEMPTION FROM INCOME TAX ON PROFITS 
EARED ON EXPORTS, WILL BE RENEWED. 

B. ON THE IMPORT SIDE, THE 1976 FOREIGN EXCHANGE 
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PERCENT FROM THE 1975 LEVEL FOR ALL CATEGORIES OF IMPORTS 
(I.E., EQUIPMENT, RAW MATERIAL AND CONSUMER ITEMS). 
GOVERNMENT ENTITIES AND STATE ENTERPRISES HAVE BEEN 
REQUIRED, BY DECREE LAW SIGNED ON DAY OF SPEECH, TO 
GIVE PREFERENCE TO LOCALLY-PRODUCED CAPITAL EQUIP- 
MENT, PROVIDED THEY ARE SIMILAR TO THOSE IMPORTED. AT 
THE SAME TIME, FINAME, A GOVERNMENT CREDIT AGENCY, WILL 
HAVE ADDITIONAL RESOURCES AVAILABLE IN 1976 (UP TO 10 
BILLION CRUZEIROS) TO EXTEND LONG TERM CREDITS TO 
FINANCE PURCHASES OF LOCALLY-PRODUCED CAPITAL GOODS; 

THE TERM OF SUCH CREDITS WILL BE SIMILAR TO THOSE 
AVAILABLE ABROAD. TARIFFS ON CERTAIN 
SUPERFLUOUS (CONSUMER) 

PRODUCTS WERE INCREASED BY 100 PERCENTAGE POINTS WHILE 
THE TARIFF ON SOME INTERMEDIATE PRODUCTS WAS RAISED 
BY 30 PERCENTAGE POINTS. TO REDUCE PETROLEUM IMPORTS, 

THE PRICE OF GASOLINE WAS RAISED BY 25 PERCENT AND THAT 
OF DIESEL OIL BY 10 PERCENT. 

8. WITH A VIEW TOWARD ELIMINATING BRAZIL'S VULNERABILITY 
TO INCREASING PRICES OF IMPORTED OIL (BRAZIL IMPORTS 
80 PERCENT OF ITS OIL) OVER THE LONGER RUN, AND AFTER 
A METICULOUS ANALYSIS OF ALL THE PROS AND CONS, GEISEL 
ANNOUNCED THAT IT WAS DECIDED TO PERMIT PETROBRAS TO 
ENTER INTO RISK CONTRACTS WITH FOREIGN OIL COMPANIES TO 
EXPLORE FOR PETROLEUM IN BRAZILIAN TERRITORY. THE 
PRESIDENT WENT ON AT GREAT LENGTH (OVER A QUARTER OF HIS 
SPEECH WAS DEVOTED TO THIS) TO EXPLAIN THAT RISK 
CONTRACTS IN NO WAY AFFECT PETROBRAS MONOPOLY AND THAT 
THIS DECISION WAS REACHED ONLY AFTER IT WAS DEEMED IN 
THE NATIONAL INTEREST. HE STRESSED THAT THIS WAS A 
PRAGMATIC STEP, TAKEN WITH OBJECTIVITY AND WITHOUT 
EMOTIONALISM (AN ANALYSIS OF THE RISK CONTRACTS ASPECT 
OF SPEECH FOLLOWS BY SEPTEL). 

BEGIN LOU 

COMMENT: 9. GEISEL'S SPEECH, PARTICULARLY THE 
ADOPTION OF RISK CONTRACTS, WAS SPURRED BY THE 
DETERIORATING BALANCE OF PAYMENTS SITUATION IN 
LIMITED OFFICIAL USE 
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1975 AND THE LESS THAN OPTIMISTIC OUTLOOK FOR 1976. 

ACCORDING TO PRESS ACCOUNTS, THE CABINET 
WAS NOT UNANIMOUS ON THE ADOPTION OF RISK 
CONTRACTS-WITH SEVERO GOMES OF INDUSTRY AND COMMERCE 
AND SILVEIRA OF THE FOREIGN MINISTRY IN OPPOSITION. 

IN HIS PEEECH, GEISEL ADMITTED THAT AT ONE POINT 

HE TOO WAS AGAINST RISK CONTRACTS. THE MILITARY MINISTERS, 

INCLUDING THE HEAD OF THE MILITARY HOUSEHOLD AND THE ARMED 
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FORCES GENERAL STAFF, REPORTEDLY SUPPORTED THE PRESIDENT. 

10. AS GEISEL HIMSELF MENTIONED. RISK CONTRACTS ARE 
NOT A PANACEA FOR BRAZIL'S BALANCE OF PAYMENTS PROBLEMS 
OVER THE SHORT RUN. PETROLEUM PRODUCTION IS NOT LIKELY 
TO INCREASE ON A SUFFICIENTLY LARGE SCALE TO MAKE A MAJOR 
IMPACT ON THE TRADE ACCOUNT IN THE SHORT TERM. THE HOPE, 
AS EXPRESSED BY FINANCE MINISTER SIMONSEN, IS THAT, WITH 
THE PROSPECTS FOR OIL DISCOVERY IMPROVED, FOREIGN 
CONFIDENCE IN BRAZIL SHOULD INCREASE, PUTTING BRAZIL IN 
A BETTER POSITION TO COMPETE FOR FOREIGN FUNDS NEEDED TO 
FINANCE THE BALANCE OF PAYMENTS DEFICITS. 

JOHNSON 



LIMITED OFFICIAL USE 



NNN 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 




Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



Message Attributes 



Automatic Decaptioning: X 
Capture Date: 01 JAN 1994 
Channel Indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: ECONOMIC RECOVERY, BALANCE OF PAYMENTS, ECONOMIC PROGRAMS, SPEECHES 

Control Number: n/a 
Copy: SINGLE 
Draft Date: 11 OCT 1975 
Decaption Date: 01 JAN 1960 
Decaption Note: 

Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Authority: CunninFX 
Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 28 MAY 2004 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1975BRASIL08941 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Film Number: D750354-1146 
From: BRASILIA 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1975/newtext/t19751060/aaaacbdk.tel 

Line Count: 290 

Locator: TEXT ON-LINE, ON MICROFILM 
Office: ACTION ARA 

Original Classification: LIMITED OFFICIAL USE 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 6 

Previous Channel Indicators: n/a 
Previous Classification: LIMITED OFFICIAL USE 
Previous Handling Restrictions: n/a 
Reference: n/a 

Review Action: RELEASED, APPROVED 
Review Authority: CunninFX 
Review Comment: n/a 
Review Content Flags: 

Review Date: 24 APR 2003 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <24 APR 2003 by ShawDG>; APPROVED <07 OCT 2003 by CunninFX> 

Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
06 JUL 2006 



Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
Secure: OPEN 
Status: NATIVE 

Subject: PRESIDENT GEISEL SPEAKS ON STATE OF ECONOMY: ANNOUNCES ADOPTION OF RISK CONTRACTS 
TAGS: EFIN, ECON. BR, (GEISEL, ERNESTO) 

To: STATE 
Type: TE 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 




